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Introduction 


This book describes the new system of limits on tax-assisted retirement saving 
that is introduced in the accompanying Notice of Ways and Means Motion. It 
sets out, for pension plan sponsors and others in the pension industry, the 
rules and procedures that are coming into place. 


The new system includes some important technical changes from the proposals 
put forward in the May 1985 budget. These changes have been made in 
response to representations and suggestions by employers, employees, union 
representatives and pension industry professionals. Helpful advice on the 
development of these modified tax measures has also been provided by a 
committee of the Canadian Institute of Actuaries. 


The most important change is that the previously proposed uniform limit of 
$2,000 on registered retirement savings plan (RRSP) contributions by members 
of defined benefit pension plans will be replaced by a limit which varies with 
the benefit rate of the pension plan. This approach will provide equitable tax 
treatment for retirement saving despite variations in benefit levels provided by 
different pension plans. The result will be that pension plan members with 
similar incomes but different pension benefit rates will have access to 
comparable levels of tax assistance to help build comparable 

retirement incomes. 


To accomplish this, plan sponsors will be required to report an annual pension 
adjustment amount for each plan member. This amount will indicate the extent 
to which a plan member’s RRSP contribution limit is reduced on account of 
benefits accrued in the year under the employer-sponsored plan. For registered 
pension plans (RPPs) of the money purchase type and deferred profit sharing 
plans (DPSPs), the pension adjustment will simply be the total of the 
employer’s contribution and any employee contribution to the plan. For 
defined benefit pension plans, the pension adjustment will be determined 
directly from the plan benefit rate (or rates) and the employee’s pensionable 
earnings in the year. This approach will permit all taxpayers who belong to 
employer-sponsored plans to be governed by the same contribution limit for 
RRSPs. The limit in respect of a given year will be: 


18 per cent of earned income (to the dollar maximum in the year) 
less: pension adjustment. 


For a member of a 2-per-cent defined benefit plan (i.e., one in which the 
benefit is calculated on the basis of 2 per cent of pensionable earnings for 
each year of qualifying service), where the benefits are integrated with benefits 
under the Canada or Quebec Pension Plans (C/QPP), the RRSP contribution 
limit for the year will be approximately $2,000 as proposed in the May 1985 
budget. For members of plans with less generous benefit rates, the RRSP 
room available will be correspondingly greater. The RRSP contribution limit 
would be $4,038, for example, for someone earning $40,000 who belonged to a 
1 1/2-per-cent defined benefit plan, integrated with the C/QPP (for earnings 
up to $26,000). 


As under the May 1985 proposals, the overall limit on RRSP contributions 
will also depend on the amount of any unused contribution room carried 
forward plus other possible adjustments relating to prior years’ service. 


As a result of this comprehensive approach to deduction limits, members of 
defined benefit and money purchase plans will have the same flexibility 

to make supplemental RRSP contributions on either a current or 
carry-forward basis. 


To reduce the complexity associated with an RRSP limit that depends on 
earnings, pension benefits and prior-year adjustments, Revenue Canada will 
calculate each taxpayer’s contribution limit each year and advise the taxpayer 
of this figure by means of a special notice towards the end of the year. For 
Revenue Canada to provide this important service, it is necessary that the 
RRSP contribution limit for a given year be defined on the basis of earnings 
up to the end of the preceding year. Thus, for most taxpayers, the RRSP limit 
for 1988 will be defined as 


18 per cent of earned income in 1987, to a maximum of $9,500, 
less: pension adjustment for 1987. 


Revenue Canada will calculate this RRSP limit based on earnings information 
reported on 1987 tax returns and pension adjustment amounts reported 
directly to Revenue Canada by plan sponsors. Towards the end of 1988, 
Revenue Canada will issue notices to taxpayers informing them of their RRSP 
contribution limits for that taxation year. As at present, taxpayers will have 
60 days after the end of each year in which to make RRSP contributions in 
respect of that year. 


It is important for pension plan sponsors to note that the change to the new 
system will require the reporting of pension adjustment amounts early in 1988 
based on 1987 payroll data. For some plan sponsors, early changes to payroll 
systems will be necessary to permit the retrieval of information on the 
pensionable earnings of employees throughout 1987. Revenue Canada will 
shortly provide further details on these reporting requirements, and is prepared 
to assist employers to comply with them. 


Because RRSP limits under the new system will be determined on the basis of 
a one-year lag, interim limits are required for taxation year 1987. These limits 
will be the same as those applying in 1986. As announced by the Minister of 
Finance on November 21, 1985, the 1986 contribution limits involve only two 
changes from the limits which applied in 1985 and prior years. These changes 
are: (i) an increase in the limit on RRSP contributions, from $5,500 to $7,500, 
for non-members of pension plans and DPSPs, and (ii) the removal of the 
$3,500 limit on the deduction of required employee contributions to defined 
benefit plans. 


In the May 1985 budget, the government indicated its concern about the 
uneven application of the maximum pension rules across pension plans in the 
public and private sectors. To address this concern, many of the registration 
requirements for pension plans which are currently contained in a Revenue 
Canada Information Circular will now be included in the law. These include 
the definitions of the maximum pension and eligible service as well as other 
provisions which govern the amount of tax assistance available under these 
plans. These rules will apply to all new plans or plan amendments, and to 
existing DPSPs and money purchase RPP provisions, beginning on 

January 1, 1988. For existing defined benefit plans, they will apply to service 
after a transition period which will end on December 31, 1989. This transition 
period will provide time for the restructuring of pension and compensation 
arrangements where existing plans do not comply with the registration rules. 


Pension benefits supplementary to those provided for in the legislation will 
continue to be permitted, but not on a tax-assisted basis. Employers may 
provide supplementary pensions either on an unfunded basis or by pre-funding 
the benefits through contributions to a new funding vehicle called a 
Retirement Compensation Arrangement (RCA). The RCA rules, which will 
come into effect on October 9, 1986 for new plans and on January 1, 1988 for 
existing plans, will apply to unregistered plans set up to provide benefits to 
employees on or after retirement. These plans are currently governed by the 
employee benefit plan rules in the Income Tax Act. Contributions to RCAs 
will be deductible as is the case with contributions to registered plans. 
However, to offset the tax deferral advantages which could otherwise be 
gained, contributions to and earnings in these vehicles will be subject to a 
refundable withholding tax at a rate comparable to the top personal tax rate. 
This tax will be payable by the plan custodian and will be refunded to the 
custodian when benefits are paid out of the plan. Benefits paid out of the 
plan will be taxed in the hands of the beneficiary. 


Further details concerning the new system of tax assistance for retirement 
saving, and examples of how it would work, are set out in the following pages. 
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I. Contribution Limits for 1986 


On November 21, 1985, the Minister of Finance announced that two changes 
to the rules governing deductible contributions to RPPs, RRSPs and DPSPs 
would take effect in 1986. 


First, the general limit of $5,500 which applied to RRSP contributions by 
those who are not entitled to benefits under an RPP or DPSP in respect of 
service in the year is increased to $7,500. The limit of 20 per cent of earnings 
will continue to apply for 1986. 


Second, required employee contributions to fund defined benefits in respect of 
1986 service are fully deductible rather than being deductible up to $3,500. 
This provision does not apply to contributions, such as additional voluntary 
contributions (AVCs), which are used to obtain money purchase benefits under 
a defined benefit plan. Undeducted required contributions in excess of $3,500 
made before 1986 will continue to be deductible on the same basis as under 
the existing rules. 


These changes were included in draft legislation tabled in Parliament on 
June 11, 1986. This legislation will be reintroduced in Parliament shortly. 


Further changes are being made dealing with the deductibility of additional 
voluntary contributions (AVCs) to obtain money purchase benefits under 
RPPs. AVCs made after October 8, 1986 will not be deductible in computing 
income for tax purposes. When the modified pension plan registration rules 
come into force in 1988, AVCs will be prohibited. AVCs made prior to 
October 9, 1986 but not deducted by the end of the 1986 taxation year, will 
also not be deductible. However, undeducted voluntary contributions will 
not be subject to taxation if they are withdrawn from the plan by 

December 31, 1988. 


The reason for prohibiting AVCs in the future is to avoid an unnecessary 
complication to the system of deductions for pension contributions. Individual 
or group RRSPs will provide the system with sufficient flexibility in 
accommodating voluntary contributions to supplement an employer-sponsored 
pension plan. The change to the treatment of AVCs for past service is being 
made to correct a situation under which individuals are currently able to 
obtain tax-assisted benefits in respect of years for which they are already 
entitled to pension benefits and may also have made RRSP contributions. 
Deductions will continue to be provided, in 1986 and future years, at up to 
$3,500 per year for contributions required to upgrade existing defined benefits 
up to the limits or to purchase benefits for additional periods of pensionable 
service prior to 1987. 
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II. Contribution Limits for 1987 


Since RRSP contribution limits will be determined on a one-year lagged basis 
under the new system, transitional limits will be required for 1987. These 
limits will be the same as for 1986. As in 1986, the limit on RRSP 
contributions by those who are not entitled to benefits under an RPP or 
DPSP will be 20 per cent of 1987 earnings to a maximum of $7,500. This 
change from the $9,500 limit proposed in the May 1985 budget is being made 
to avoid placing members of money purchase pension plans and DPSPs at a 
substantial disadvantage during this transition year. 


One consequence of the transition to the lagged RRSP contribution limit is 
that members of pension plans or DPSPs could gain additional contribution 
room in respect of 1987 service through the termination or suspension of 1987 
contributions or benefits under their employer-sponsored plans. To prevent this 
occurrence, an anti-avoidance rule will be introduced which will apply the 
$3,500 limit on RRSP contributions where pension and DPSP benefits have 
been terminated or suspended for this purpose. 


Ill. Contribution Limits for 1988 
and Following Years 


A. Current Service Contributions to Employer-Sponsored Plans 


The basic rule is that all contributions in respect of post-1987 service will be 
deductible so long as they are required under the terms of a registered, 
employer-sponsored plan (RPP or DPSP). This will apply to both employer 
and employee contributions regardless of whether they are made on a 
current- or past-service basis. 


For money purchase plans, the plan registration rules will limit total 


contributions made in a calendar year to 18 per cent of pensionable earnings 
in the year up to the following dollar limits: 


Dollar Limit on Contributions 


Year RPPs DPSPs 
1988 $11,500 $5,750 
1989 $13,500 $6,750 
1990 $15,500 $7,750 


The adjustment of these dollar limits beyond 1990 is being reviewed in the 
broader context of tax reform, as is the adjustment of the limit of $1,715 per 
year of pensionable service which applies to benefits payable under a defined 
benefit pension plan. 


Where an employee may accrue benefits under more than one provision of 
an RPP, the registration rules will require that the benefits be limited so that 
the pension adjustment reportable for the combination of provisions does not 
exceed 18 per cent of pensionable earnings or the dollar contribution limit for 
the year, whichever is less. 


Where an employee may accrue benefits under more than one plan of an 
employer or related employers, the registration rules for RPPs and DPSPs will 
require that those plans be registered in combination. Benefits under such 
plans must be limited so that the pension adjustment (PA) reportable for any 
employee in respect of the plans does not exceed the lesser of 18 per cent of 
pensionable earnings or the dollar contribution limit for the year. 


B. RRSP Contributions in Respect of Current Earnings 


i 


Dollar Limits 


Contributions to RRSPs will be subject to the following dollar limits: 


Taxation Dollar limit on 
year RRSP contributions 
1988 $ 9,500 
1989 $11,500 
1990 $13,500 
199] $15,500 


As in the case of the dollar limits applying to RPPs and DPSPs, the 
adjustment of the RRSP dollar limits beyond 1991 will be reviewed in the 
context of tax reform. 


2. Contribution Limit 
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The limit on an individual’s RRSP contributions in respect of earnings in a year 
will be 


18 per cent of earned income (or the dollar limit if less) 
less: pension adjustment (PA). 


Examples of Limits on Allowable 
RRSP Contributions (Taxation Year 1988) 


(A) (B) 
(dollars) 
(1) Earned income (in 1987) 35,000 55,000 
(2) 18 per cent of earned income 6,300 9,900 
(3) Lesser of (2) and $9,500 6,300 9,500 
(4) Less: PA (assumed values) = 2,500 — 5,000 
(5) Allowable RRSP contribution 3,800 4,500 


The limit on RRSP contributions in a year will also depend on the amount of 
any RRSP contribution room carried forward from prior years plus other 
possible adjustments relating to service in prior years. These adjustments are 
described in Section D and the full RRSP limit is set out in Section E. 


Each taxpayer who is entitled to benefits under an employer-sponsored plan 
(RPP or DPSP) will have a pension adjustment (PA) amount reported to 
Revenue Canada by his or her employer. Where benefits are provided under a 
combination of plans, such as a defined benefit pension plan plus a DPSP, a 
single PA will be reported by the employer. 


Where a taxpayer is entitled to benefits under the plans of two or more 
employers in the year, Revenue Canada will add the PA reported by each 
employer in determining the individual’s RRSP limit for the year. 


The PA indicates the amount by which RRSP contribution room is reduced by 
the contributions to or benefits provided under an employer-sponsored plan. 
Since employee current service contributions are implicitly accounted for in the 
PA reported, there will be no specific adjustment on account of employee 
pension contributions in determining the RRSP limit. Such contributions to 
employer-sponsored plans will continue to be fully deductible. 


It is possible for PA to exceed 18 per cent of earned income. This situation 
might arise, for example, where an employee’s earned income is reduced by a 
business loss or an alimony payment. In this event, the taxpayer’s RRSP limit 
will be zero. The excess of PA over 18 per cent of earned income will not 
result in any excess contribution or affect the balance of contribution room 
carried forward. 


3. Contributions to Spousal RRSPs 
There will be no change to the existing rules regarding contributions to 
spousal RRSPs. Taxpayers will continue to be able to contribute, up to their 
RRSP limits, to their or their spouse’s RRSPs. The current provisions dealing 
with the taxation of withdrawals from a spousal plan will continue to apply. 


4. The Definition of Earned Income 


For taxation years 1988 and 1989, the definition of earned income for 
purposes of the RRSP limits will be the aggregate of: 


e salary or wages before the deduction of unemployment insurance, C/QPP, 
and RPP contributions, 


¢ income from royalties in respect of a work or invention of which the 
taxpayer was the author or inventor, 


¢ income from carrying on, either alone or as a partner, a business where 
the taxpayer is actively engaged in the daily operations of the business, 


e net rental income, whether active or passive, 

e net research grants, 

e registered supplemental unemployment insurance benefits, and 

e alimony or maintenance included in income for tax purposes, 
less the aggregate of: 

e refunds of salary, wages or research grants, 

e losses from carrying on an active business, 

e net rental losses, and 

e alimony or maintenance payments deducted, 
plus: 

e superannuation or pension benefits. 
For 1990 and subsequent years, earned income will no longer include 
superannuation or pension benefits. The delay (relative to the May 1985 
budget proposals) in removing pension benefits from the definition of earned 
income will permit contributions out of pension income to spousal RRSPs 
during the transition period before the restriction on pension rollovers comes 


into effect in 1990. This is discussed more fully in the final section of 
this Chapter. 


C. Determination of Pension Adjustment (PA) 


1. Money Purchase RPP 


PA will be equal to the sum of the employer and employee contributions made 
in the calendar year. 


2. DPSP 


PA will be the amount of the employer contribution made in the 
calendar year. 


3. Defined Benefit RPP 
(a) General Rule: The PA will be determined as 


fraction of the year worked 


(9 x Benefit Entitlement) - ($600 x for the employer). 


For a full-year employee, the latter amount will simply be $600. This $600 
reduction in the value of PA for a defined benefit plan is an ad hoc 
adjustment which recognizes that all plans do not provide the same level of 
ancillary benefits. The $600 amount will be reduced on a pro-rata basis for 
employees with less than 12 months or 52 weeks of service with the employer 
in the year. It will not be reduced for employees who work part time 
throughout the year. 


The benefit entitlement represents the pension benefit accrued during the year 
and its amount depends on the structure of benefits under the plan. For a 
plan with a single benefit rate of, say, 1.2 per cent and no integration of 
benefits with the Canada or Quebec Pension Plans (C/QPP) or Old Age 
Security (OAS), the benefit entitlement would be 1.2 per cent of the taxpayer’s 
pensionable earnings under the plan. 


Example 


For a plan member with pensionable earnings of $30,000: 
Benefit Entitlement = .012 x $30,000 = $360 
PA = (9 x $360) — $600 = $2,640. 


Pensionable earnings will often be the same as T-4 earnings but this need not 
always be so. Pensionable earnings will be less than T-4 earnings, for example, 
where an employee becomes eligible for pension benefits only part way 
through a year of employment or where T-4 earnings include overtime pay 
which is not recognized as pensionable earnings under a plan. The text of the 
pension plan will provide the information necessary to identify any potential 
differences between pensionable earnings and T-4 earnings. 


Where pensionable service is counted during a period of absence from 
employment, the following rules apply. In cases of paid leave, or where a 
deemed level of earnings is used for purposes of determining the pension 
accrual, the benefit entitlement should be based on the actual or deemed 
earnings. In cases of unpaid leave, where no level of deemed earnings is 
specified in the plan, the benefit entitlement should be based on the 
employee’s pensionable earnings in the 12 months prior to the period of leave. 


Variations of this formula as it applies to integrated plans, other benefit rate 


variations, career average plans and flat benefit plans are described in 
sections (b), (c), (e) and (f). 
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(b) Integrated Plans: The most common method of integrating plan benefits 
with those of the C/QPP is to promise benefits at one rate up to the YMPE 
(year’s maximum pensionable earnings under the C/QPP) and benefits at a 
higher rate on earnings above the YMPE. Here, the benefit entitlement should 
be based on the two benefit rates. 


Example 


YMPE assumed to be $26,000 
Pensionable earnings of plan member, $35,000 
Plan benefit rates: 

1.3 per cent on earnings below YMPE 

2.0 per cent on earnings above YMPE 


Benefit Entitlement = (.013 x $26,000) + (.02 x $9,000) 
= $338 + $180 = $518 
PA = (9 x $518) — $600 = $4,062. 


Another method of integrating benefits with the C/QPP is to promise benefits 
at a single rate but provide that they be reduced by the amount of whatever 
C/QPP benefits are received. In this case, a standard adjustment of 0.7 per 
cent of earnings shall be made to the benefit rate which applies to earnings up 
to the YMPE. For a 2-per-cent plan, this yields the same calculation of PA as 
is shown in the example above. In either of these two integration methods, no 
account need be taken of the fact that C/QPP benefits are earned only on 
earnings above a minimum level, i.e. the Year’s Basic Exemption. 


Where a plan benefit is reduced by the amount of OAS benefits, the benefit 
entitlement shall be reduced by a dollar amount equal to 1/35th of the annual 
OAS benefit for the current year. 


Where integration with C/QPP or OAS benefits is partial, the above 
adjustments should be applied on a pro-rata basis. 


(c) Other Rate Variations: Variations in plan benefit rates at earnings levels 
other than the YMPE should be taken into account in the same manner as for 
C/QPP integration. Thus, a plan which has different benefit rates applying to 
three different earnings ranges would have three terms in the calculation of the 
benefit entitlement. 


Where benefit rates vary according to some other factor such as the number 
of years of service of the employee, the rate or rates appropriate to a given 
employee should be used in determining PA. For example, if the rate of 
accrual of additional benefits drops from 2 per cent to 1 per cent after 

20 years of service, then a I-per-cent rate should be used in calculating PA for 
plan members with over 20 years of service. Where a plan member continues 
to accrue benefits, subject to the maximum pension limit, after 35 years of 


service have been completed, a PA should be calculated and reported in the 
normal manner. On the other hand, where a plan member ceases to accrue 
benefits for additional service in the year, a PA of zero shall be reported. 


Where benefit rates vary with the age of retirement (e.g., when they are 
actuarially reduced for retirement prior to a specified age), the benefit rate 
used in calculating PA shall be the highest benefit rate which could apply for 
retirement at age 65 or earlier. 


(d) Ancillary Benefits: Plans also vary in the extent of the ancillary benefits 
they provide. These include: 


e the normal retirement age or age at which full benefits (i.e. without 
actuarial reduction) can first be paid; 


e bridging benefits paid prior to the receipt of C/QPP or OAS; 
e survivors’ benefits; 

¢ benefit guarantee periods; 

e indexing of pensions in pay; 

e disability benefits; and 

e pre-retirement death benefits. 


In the rules for determining PA, no explicit adjustment is provided for 
variations in the extent to which any of these benefits is provided. This policy 
choice has been made in order to limit the complexity of the required 
calculations and to avoid introducing any disincentive for the provision of 
these benefits. 


(e) Career Average Plans: A career average plan is one in which benefits are 
based on the plan member’s average earnings over the entire period of service 
under the plan. If such a plan is not upgraded from time to time, it will 
usually provide substantially lower benefits than a final or best average plan in 
which benefits are based on average earnings over a shorter period - either the 
final few years or the years of top earnings. However, where a career average 
plan is subject to periodic upgrades, it may provide benefits which are similar 
to those provided by a final or best average plan with the same benefit rate. 


Accordingly, an adjustment will be allowed to the benefit rate of a career 
average plan for purposes of calculating PA, but only where the plan contains 
a clause limiting the benefits that will be provided through plan upgrades. 
Where a career average plan contains a provision limiting the benefit 
(expressed in terms of a best average or final average formula) to a fraction of 
the career average benefit rate, then PA may be calculated on the basis of that 


she) 


fraction times the career average benefit rate (or rates) in the plan. The 
fraction may not be less than 0.75. With this adjustment, the PA calculation 
would be as set out in (a) above. The clause which limits the benefit to that 
obtainable under a final or best average formula can, however, permit a higher 
benefit to be paid where, upon the termination of a plan member, the 
pensionable earnings base has not yet been subject to any adjustment. 


Example 


Where a 2-per-cent career average plan contains a clause limiting benefits 
to, say, 1.65 per cent of the average of the best three years’ earnings, the 
1.65-per-cent benefit rate may be used in calculating PA. The lowest final 
average benefit cap which could be reflected in the PA calculation of a 
2-per-cent career average plan would be 1.5 per cent (i.e., 0.75 of 

2 per cent). 


(f) Flat Benefit Plans: The general rule for a flat benefit plan is that the 
benefit entitlement is simply the promised benefit expressed in dollars per year 
for each year of service. 


Example 


The plan benefit rate, per year of service, is $20 per month or 
$240 per year. 

Benefit Entitlement = $240 

PA = (9 x $240) — $600 = $1,560 


In certain multi-employer, flat benefit plans the responsibility of the employers 
is limited to making contributions according to a negotiated or otherwise 
defined schedule of rates. The plan benefit rate is set by the plan trustees and 
may be subject to reduction should the assets of the plan be insufficient to 
cover the projected liabilities. Plans with these special characteristics will be 
treated as money purchase plans for the purpose of calculating PA amounts. 
Thus, the PA reported by an employer for a given employee will simply be the 
contribution made to the plan in respect of the employee. 


(g) Combinations of Pension Provisions: Where benefits provided to an 
employee by an employer are the sum of benefits under two or more pension 
or DPSP provisions, the employer shall report a PA equal to the sum of the 
PAs determined for each of the provisions. Where more than one defined 
benefit provision applies, however, the $600 adjustment may be included only 
once in calculating the component PAs. 


Example 


An employee earning $40,000 belongs to a 1-per-cent unintegrated final 
average defined benefit RPP. The employer also makes a $900 DPSP 
contribution on the employee’s behalf. 


PA (RPP) = (9 x .01 x $40,000) — $600 = $3,000 
PA (DPSP) = $900 
Reported PA = $3,900 


Where the benefits provided are the greater of the benefits derived from a 
defined benefit and a money purchase provision, the employer shall determine 
the PAs of the two provisions and report whichever is greater. 


Example 


An employee earning $40,000 belongs to a plan with scheduled employer 
plus employee contributions of 10 per cent of earnings. The plan provides 
for payment of the pension that can be purchased from the plan 
member’s share of the money purchase funds subject to a guarantee that 
the pension will be no less than 1.25 per cent of final average earnings per 
year of service (benefits unintegrated with C/QPP or OAS benefits). 


PA (defined benefit provision) = (9 x .0125 x $40,000) — $600 = $3,900 
PA (money purchase provision) = (.1 x $40,000) = $4,000 
Reported PA = $4,000 


These rules apply regardless of whether the provisions are contained in the 
same plan or in separate plans. 


(h) Rule for Phase-in Period: Application of the dollar limits to the sum of 
the PAs for a combination of plans or provisions could have the effect of 
disallowing a number of existing pension arrangements during the phase-in 
period even though the benefits provided under these arrangements are within 
the limits in 1986 and would be within the limits in 1990. To avoid this 
unintended result, the following transitional rule will apply for PA calculations 
based on earnings in the years 1987 to 1989. 


In determining the benefit entitlement in a final average or career average 
defined benefit plan, the benefit rate applying to the following earnings ranges 
shall be set equal to zero: 


Year of earnings on 


which PA is calculated Earnings range 
1987 $52,778 - $86,111 
1988 $63,889 - $86,111 
1989 $75,000 - $86,111 


As an alternative formulation of this rule, which is more appropriate to 
certain pension arrangements, benefit entitlements in the following ranges can 
be ignored in calculating PA for defined benefit provisions: 


Year of earnings on Range of 
which PA is calculated Benefit Entitlement 
1987 $1,056 - $1,722 
1988 $1,278 - $1,722 
1989 $1,500 - $1,722 


D. Pension Adjustments in Respect of Past Service After 1986 


Pension benefits can be increased or reduced on a retroactive basis through 
the provision of credits for additional periods of past service, the retroactive 
upgrading of plan benefits, or the loss of benefits upon termination from a 
plan. It is important that these changes be reflected in the limit on a 
taxpayer’s RRSP contributions. It would be inappropriate, for example, to 
permit taxpayers to obtain double the intended limit on tax assistance by first 
contributing 18 per cent of earnings to an RRSP and later being credited with 
benefits under a 2-per-cent pension plan for the same year of service. It is 
appropriate, on the other hand, that the system of limits provide for a 
restoration of contribution room where promised pension benefits are lost due, 
for example, to termination prior to vesting. 


To permit the RRSP limit to be adjusted in accordance with such changes in 
pension or DPSP benefits, the reporting of two further pension adjustments 
will be required when such changes occur. The Past Service Pension 
Adjustment (PSPA) and the Pension Adjustment Reversal (PAR) are described 
below. In addition, a new procedure for the processing of past service 
amendments to pension plans is described. This procedure is designed to 


prevent the granting of large past service credits to employees with no unused 
contribution room. 


1. Processing of Past Service Amendments 


The new process for obtaining Revenue Canada approval of past service 
amendments to defined benefit plans will apply when: 


e benefits are credited retroactively for an additional period of post-1986 
service; or 


e benefits for post-1986 service are retroactively upgraded beyond certain 
levels (i.e. “reportable” upgrades). 


As detailed in the next section, the new procedures will not apply to the 
majority of plan upgrades in which benefits are increased in line with prices 
or wages. Nor will they apply to credits for service prior to 1987. 


For an amendment to provide past service credits to be approved, it must 
provide that the credit of past service for any plan member be conditional on 
Revenue Canada certification that the plan member has sufficient unused 
contribution room to accept the credit. In applying for the amendment, the 
employer must submit to Revenue Canada, on a prescribed form, a PSPA 
amount for each affected employee. The employer must also notify each plan 
member that this information is being sent to Revenue Canada and obtain the 
employee’s approval that, if the credit is certified by Revenue Canada, the 
corresponding PSPA amount will be deducted from the plan member’s 

RRSP limit. 


Revenue Canada will then examine the proposed amendment and, once it is 
approved, certify the credits for individual plan members. Where the 
individual does not have enough unused contribution room to permit certifica- 
tion of the credit, Revenue Canada will notify the individual giving him or her 
60 days to respond. The individual will generally have two options. The first 
option is to have Revenue Canada certify a smaller PSPA amount. In this 
event, the amount of service to which the credit applies would have to be 
reduced sufficiently to result in a PSPA equal to the certified amount. The 
employee’s second option is to make a special RRSP withdrawal sufficient to 
increase unused contribution room to the value of the reported PSPA. The 
amount withdrawn from an RRSP would have to be included in the 
employee’s income for the year. Upon receiving evidence of the special with- 
drawal, Revenue Canada would certify the reported PSPA amount. Certified 
PSPA amounts will be immediately deducted from the employee’s balance of 
unused contribution room. 


It is recognized that these new procedures for obtaining approval to grant past 
service credits represent a major departure from the existing system. The 
change is essential to ensure that the overall limits on tax assistance to 
retirement saving are respected. This is particularly important, given the 
increased limits on RRSP contributions provided to those who accrue low or 
zero pension benefits in a year. The past service amendment process described 
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here avoids the need to provide penalties for excess contributions arising from 
past service credits. It also avoids any requirement that the employee disclose 
to his employer information regarding the level of his or her RRSP 
contributions. No employer will be required to report a PSPA amount 

before 1988. 


Because of the timing of PA and earnings reports by employers and taxpayers, 
and the time needed for Revenue Canada to process this information, the 
certification of PSPA amounts by Revenue Canada usually will have to be 
based on the amount of RRSP contribution room available for use, and used, 
in respect of the taxation year prior to the year in which the past service 
approval is sought. This RRSP room is based on earnings levels, RRSP 
deductions and PA amounts covering years up to the start of the year 
immediately preceding the current year. Since this test of the contribution 
room available to accommodate a past service credit may be unduly restrictive 
in some cases (for example, where an upgrade applies to service up to the start 
of the current year), Revenue Canada will certify a PSPA amount where it 
exceeds the amount of unused contribution room provided the excess is less 
than one-half of the overall dollar limit on deductible RRSP contributions for 
the year (e.g. $7,750 in 1991). This provision will also avoid the need for 
pension benefit adjustments or RRSP withdrawals where the PSPA amount is 
only slightly in excess of available contribution room. 


Past service credits and benefit upgrades may apply to years prior to the 
seven-year carry-forward period. However, the total PSPA reported will be 
tested against contribution room in the carry-forward period. 


Since the PSPA reported in respect of a past service credit will reduce RRSP 
contribution room, any employee contributions required to fund the credit will 
be fully deductible in the year they are made and will have no effect on the 
level of unused contribution room. 


2. Calculation and Reporting of PSPA 
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(a) Additional Periods of Past Service: A PSPA amount will be calculated 
and reported for all past service credits of this type in respect of post-1986 
service. The PSPA will be calculated in the same manner as PA based, where 
applicable, on the employee’s pensionable earnings for the period for which 
service is to be credited. 


Alternatively, the employer may base the PSPA calculation on an estimate of 
the prior year’s earnings obtained by multiplying the level of pensionable 
earnings in the latest full year by the ratio of the “average wage” in the prior 
year to the “average wage” in the recent year. For this purpose, the “average 
wage” in a year will be the sum of the average weekly earnings levels in each 
month of the 12-month period ending on June 30 of the immediately 
preceding year. (Statistics Canada, Catalogue 72-002, Table 2.1, Average 
Weekly Earnings for All Employees, Industrial Aggregate). 


(b) Retroactive Benefit Upgrades: For final or best average and career average 
defined benefit pension plans, a PSPA report will be required when a 
retroactive increase in the plan benefit rate affects benefits earned in post-1986 
years of service. A PSPA report will also be required where plan benefits in 
respect of past years are changed so that they cease to be integrated with 
C/QPP or OAS benefits. 


In the common case where an upgrade to a career average plan does not 
change the career average benefit rate and does not alter any clause limiting 
the final or best average benefit, no PSPA reporting will be required. 


Example 


Consider a 2-per-cent career average plan which, because it has no other 
cap on benefits, is treated as a 2-per-cent plan for purposes of reporting 
PA. Suppose that, in 1995, the career average formula for determining 
pension accruals is replaced by a best five-year average formula for all 
service prior to 1993. Since no adjustment to the benefit rate used to 
determine PA would be involved, no PSPA reporting would be required. 
(However, the plan amendment would still have to be reported to and 
accepted by Revenue Canada.) 


For a benefit upgrade to one of these plans, PSPA will be calculated by taking 
the difference between the PAs calculated by applying the new and old benefit 
rates to the actual or estimated earnings for the year(s) of past service. 
Earnings in past years may be estimated in the same manner set out in 

(a) above. 


Example 


Assume earnings of $40,000. 

Assume an increase in the benefit rate from 1 to 1.25 per cent 
(unintegrated with C/QPP). 

New PA = (9 x .0125 x $40,000) — $600 = $3,900 
Old PA = (9 x .01 x $40,000) — $600 = $3,000 
PSPA = New PA — Old PA = $900 


Note that if the retroactive upgrade applied to more than one year of past 
service, PSPA would be the sum of several annual PSPAs calculated as in the 
example. 


For flat benefit plans, it is not immediately evident whether a particular benefit 


increase represents an increase in the benefit rate or merely an adjustment 
needed to keep benefits in line with prices or wages. Accordingly, a different 
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pas 


calculation of PSPA will be used for those plans. In respect of the total period 
of past service for which benefits are upgraded, PSPA will be the amount, 
if positive, equal to 


N x 9 x (New Benefit — (G x Old Benefit)) 


where: 


the new and old benefits are stated in dollars per year of service; 


G is the ratio of the “average wage” in the current year (as defined in 
(a) above) to the “average wage” in the more recent of the year of the last 
plan upgrade or the third year prior to the current year (At the plan 
sponsor’s option, the average wage of plan members in each of the 
relevant years can be substituted for the ‘average wage” in 

determining G); and 


N is the number of years of service, post-1986, to which the retroactive 
increase applies. The current year is not counted in N. 


Example 1 


A benefit which was last upgraded in 1989 is upgraded in 1992 from $240 
per year to $300 per year. The upgrade applies to a given employee’s 
service from 1987 to 1991, a five-year period. 


The ratio of the “average wage” in 1991 to 1989 — G — is 1.20. 


Since N = 5, PSPA = 5 x 9 x ($300 — (1.2 x $240)) 
45 x ($300 — $288) 


= $540. 


Example 2 
The benefit of $240 in 1989 is upgraded to $276 in 1992. 


Again G = 1.2 and N = 5 


PSPA 


> x 9X ($276 = (1.2"x $240)) 
= 45 x ($276 — $288) 
= 0 


No PSPA need be reported for this upgrade since the percentage increase 
in benefits is less than the percentage increase in the “average wage” over 
the period since the last upgrade. 


Note that, where G is based on the wage growth of plan members instead of 
growth in the “average wage’, it should be determined by taking the ratio of 
the wage bills that result when the current and prior years’ schedules of wage 
rates (for straight time) are applied to the current complement of affected plan 
members. This avoids any distortions due to changes in the composition of the 
plan membership or changes in the amount of overtime worked. The election 
to base G on the wage growth of plan members, if made for one upgrade, 
must be made for subsequent upgrades. 


It will be apparent that the need to report PSPA for a flat benefit plan will be 
avoided if the plan benefits are subject to regular increases (every three years 
or more frequently) which do not exceed in percentage terms the rate of 
growth in wages. 


3. Pension Adjustment Reversal (PAR) 


The reporting of a PAR will restore contribution room in certain 
circumstances where an employee receives a termination benefit which is less 
than the benefits reflected in his previously reported PA amounts. A PAR will 
be determined only upon the departure of an employee from a plan (RPP or 
DPSP) and only when the plan member receives no benefits other than a 
lump-sum payment. The lump-sum payment may be received by the former 
plan member or be transferred directly to an RRSP or other registered plan. 
Under these circumstances, the employer will determine a PAR and report it to 
Revenue Canada on a prescribed form. Revenue Canada will increase the 
former employee’s RRSP limit by the amount of the PAR and inform the 
individual of the change. 


PAR is the amount, if positive, equal to 


total PA in respect of service under the plan in each year in the 
carry-forward period 


less: 


P x the lump-sum payment 


where P is the ratio: (number of years of service under the plan during the 
carry-forward period) + (total years of service under the plan). The carry- 
forward period is either the period between January 1, 1987 and the end of the 
year of termination from the plan, or the eight-year period including the 
termination year and the seven preceding years, whichever is less. 


Where the employer has no record of reported PA amounts, PAR may be 


calculated on the basis of the plan benefit rates and actual or estimated (as 
in 2. above) levels of pensionable earnings. 
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Since PAR is affected by the value of PA in the year of termination, it will 
normally be reported to Revenue Canada in the year following termination. 
However, the employer may elect to reflect all or a portion of the PAR in 
reporting PA for the year of termination of a plan member. 


Example 


An employee terminates in 1990 with eight years of service in a 
pension plan. 


The re-calculated value of the employee’s PA for 1987-1990 is $12,000. 
The employee receives a lump-sum payment of $9,000 for transfer to an 
RRSP. This amount could be a refund of employee contributions with 
interest or it could be the commuted value of a deferred annuity. 


The carry-forward period, 1987-1990, is four years. 


P= s4e Sse) 
PAR = $12,000 — (0.5 x $9,000) = $7,500 


E. RRSP Contribution Limit 
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Taking into account the possible adjustments in respect of prior years’ service, 
the RRSP contribution limit for a taxation year is equal to: 


e the RRSP contribution room carried forward at the end of the preceding 
taxation year, 


e plus the amount, if positive, of 
18 per cent of earned income (up to the year’s dollar maximum) 
less PA, both determined on the basis of earnings in the year preceding 
the taxation year, 


e less PSPA reported and certified during the taxation year, 
e plus PAR reported during the taxation year. 


This is the amount which Revenue Canada will report to each taxpayer by the 
end of the taxation year. Should a PSPA or PAR amount be reported to 
Revenue Canada during or after the time at which the RRSP limit statement 
has been sent to the taxpayer, a revised statement will be issued. Taxpayers will 
also be able to find out their RRSP limit by enquiring at their District 
Taxation Office. 


F. RRSP Contribution Room Carried Forward 


For each of the taxation years 1988 to 1994, the amount of RRSP 
contribution room carried forward to the following taxation year will be 
equal to: 


e the taxpayer’s RRSP contribution limit (as set out in Section E), 


e less any RRSP contributions for which a deduction was claimed in the 
year. 


The amount of RRSP contribution room carried forward will normally be 
positive or zero. However, it may be negative in cases where a certified past 
service credit had a PSPA in excess of the available RRSP room. A negative 
amount of RRSP contribution room, produced in this manner, will not be 
subject to any excess contribution penalty. However, the taxpayer will not be 
able to make any deductible RRSP contributions until earnings in a 
subsequent year have once more created a positive RRSP limit. 


Beginning with the 1995 taxation year, the amount of RRSP contribution 
room carried forward to later years will be limited to the room unused in the 
previous seven years. This will restrict carry-forward room only for those who 
have made no use of their RRSP limit during the seven-year period. The 
purpose of this restriction is to encourage people to save for retirement on a 
regular basis throughout their working lives. 


G. Treatment of Excess Contributions 


Excess contributions are subject to penalty only when they arise from an 
RRSP contribution in excess of the limits. As noted earlier, a PA in excess of 
18 per cent of earned income will not produce an excess contribution 
situation. A PSPA charge which receives certification by Revenue Canada can 
produce an excess contribution up to certain limits, but this excess is allowable 
and not subject to penalty. 


Excess RRSP contributions will be subject to a penalty tax of 1 per cent of 
the excess amount per month for the duration of the excess. The existing 
threshold of $5,500 below which no penalty is charged will be eliminated. The 
excess will be deemed to arise in the month in which the RRSP contribution 
which creates the excess occurs. 


Pap 


An excess contribution will be reduced or eliminated 
e when an RRSP withdrawal is made, or 


e at the end of a subsequent taxation year, where 18 per cent of earned 
income exceeds (PA + PSPA — PAR). 


Funds withdrawn from an RRSP will normally be included in taxable income. 
However, where a contribution for which no deduction was obtained is 
withdrawn, the withdrawal will not be included in taxable income so long as it 
is made within a specified time period. 


H. Transfer of Annuity Income to an RRSP 


I. 
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The tax incentives for retirement saving are designed to assist Canadians to 
provide income replacement for earnings which cease upon retirement. In 
order that the tax assistance will be directed toward this goal, the tax-free 
transfer of pension income into an RRSP under the new system will be limited 
to the amount of the taxpayer’s unused RRSP contribution room. This 
measure will also apply to annuity income from RRSPs. To assist those now at 
or nearing retirement, there will be a transition period to January 1, 1995, 
before this measure takes full effect. For the period up to the end of 1989, 
there will be no restriction on the transfer of annuity income to an RRSP. As 
noted earlier, contributions to spousal RRSPs out of pension income will also 
continue to be permitted during this transition period. 


To provide a further transition for those whose pension plans do not provide 
survivor benefits, transfers of pension payments from an RPP to a spousal 
RRSP will be permitted during the years 1990 to 1994, up to annual limits of 
$6,000 per year. 


Transfer of Retiring Allowances to an RRSP 


Under current law, a retiring allowance can be transferred tax-free into an 
RRSP up to a limit of $2,000 for each year in which the employee acquired 
benefits under an RRP or DPSP plus $1,500 for each year of service with no 
such benefits. As noted in the May 1985 budget proposals, the increase in 
RRSP limits makes this distinction unnecessary. The existing limits on tax-free 
transfers of retiring allowances will therefore be replaced, for service in 1987 
and subsequent years, by a single limit of $2,000 per year of service. For 
service prior to 1987, the current limits will continue to apply. 


IV. Rules for Deferred Profit Sharing Plans 
(DPSPs) 


A. Contribution Limits 


The employer contribution to a DPSP in respect of an employee in a taxation 
year will be limited to the lesser of: 


e 18 per cent of pensionable earnings; and 


e one-half of the year’s dollar limit on total contributions to money 
purchase plans. The dollar limit on DPSP contributions will be 
$5,750 for 1988, $6,750 for 1989 and $7,750 for 1990. 


This limit will apply to contributions made in a calendar year regardless of the 
taxation year in respect of which they are deductible to the employer. 


B. Vesting and Forfeitures 


Under the current law, contributions or other amounts allocated to a 
beneficiary of a DPSP must vest irrevocably in that beneficiary not later than 
five years after the year of allocation. This rule will continue to apply for 
allocations made prior to 1988. Amounts contributed to a DPSP in 1988 and 
future years will vest immediately in any employee who has belonged to the 
plan for two or more years. Any amount forfeited in the plan (due, for 
example, to termination of a beneficiary prior to vesting) must be paid to the 
employer of the beneficiary. These rules regarding vesting and forfeitures 
parallel those which will apply in the case of money purchase RPPs. 


C. Investment in Employer Shares 


A DPSP must provide that the contribution in respect of an employee for a 
taxation year may be invested in equity shares of the employer (or a corpora- 
tion not at arm’s length from the employer) only to a maximum of $3,500 or 
one-half the amount of the contribution, whichever is greater. Only funds and 
earnings or capital gains thereon which are invested in equity shares of the 
employer may be reinvested in such shares. These rules will limit the extent to 
which an employee’s retirement savings can be concentrated in a single asset. 
They will come into effect for the 1988 taxation year. 
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D. Prohibition of Employee Contributions 


After December 31, 1987, employees will no longer be able to make 
contributions to a DPSP. 
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V. Pension Plan Registration Rules 


A number of important registration rules will be set out in the law and 
regulations. Others will be described in a new Revenue Canada Information 
Circular which will replace Information Circular 72-13R7. In general, the 
regime will continue along the same lines as in the current circular. However, 
some substantive changes will be made. For the most part, these changes will 
be designed either to reflect the new system of contribution limits or to 
provide a clearer definition of provisions which may or may not be contained 
in a registered plan. The following notes describe those provisions which are 
relevant to the implementation of the lagged PA system. 


With one exception, the new registration rules will come into force on 
January 1, 1988. The exception is that the rules applying to defined benefit 
provisions in plans which exist as of the date of tabling of the revised registra- 
tion rules will come into force on January 1, 1990. For such plans, the rules 
applying to defined benefit provisions will apply only in respect of service 
from that date. Where a defined benefit plan is amended in 1988 or 1989, 
however, the amendment must comply with the new registration rules. 


Examples 


Where an existing defined benefit plan does not comply in all respects 
with the new rules, the plan sponsor may continue to administer the plan 
under its terms as registered up to December 31, 1989, but the plan will 
be required to comply with the new rules for service beginning on 
January 1, 1990. 


Where an existing plan (or pair of plans) contains a defined benefit and a 
money purchase provision which apply to the same employee, the new 
combination rules will set the limit on the money purchase contribution 
level as of January 1, 1988. This limit will be 18 per cent of pensionable 
earnings less the PA of the defined benefit provision. 


In the period prior to the coming into force dates, the Minister of National 


Revenue will register plans which meet the conditions set out in the 
Information Circular 72-13R7. 
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VI. Taxation of Retirement Compensation 
Arrangements (RCAs) 


The February 26, 1986 budget proposed new anti-avoidance rules aimed at 
arrangements entered into to postpone unduly the tax on salary or wages. 
Similar arrangements may be used to defer the tax on retirement benefits. The 
existing rules relating to employee benefit plans permit the deferral of tax on 
certain pension and retirement arrangements that are not registered. These 
plans are generally referred to as “off-side” pension plans and can be used to 
circumvent the limits on tax assistance provided with respect to RPPs and 
other statutory plans such as RRSPs and DPSPs. Off-side pension plans are 
utilized for the most part by persons in the higher income brackets and by 
employees of non-taxable entities. New rules are proposed for retirement 
compensation arrangements that are designed to remove the tax benefits 
flowing from the use of off-side plans. 


Generally, a retirement compensation arrangement (RCA) means a plan or 
arrangement between an employer and employee under which contributions are 
made by the employer to a custodian and under which the custodian may be 
required to make payments to the employee on, after or in contemplation of 
the employee’s retirement or loss of an office or employment. RCAs will 
include only funded plans and arrangements that are not salary deferral 
arrangements under the new rules. Under the existing rules, such plans are 
employee benefit plans. 


The definition of an RCA will explicitly exclude registered pension and other 
statutory plans, other plans now excluded from the definition of employee 
benefit plans, salary deferral arrangements, certain plans established for the 
benefit of non-resident employees and other prescribed arrangements. 


Subject to transitional rules described below, it is proposed that contributions 
made after October 8, 1986 to a retirement compensation arrangement will be 
subject to a special 50-per-cent refundable tax. The refundable tax will also be 
applied to the income of the plan, including any dividends and capital gains. 
This special tax is payable by the custodian and is refundable on the payment 
of retirement benefits by the custodian to the employee at the rate of $1 of 
refund for each $2 paid to the employee. Payments received by an employee as 
benefits from an RCA will be included in computing the employee’s 

taxable income. 
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The custodian will be required to file an annual return in prescribed form and 
pay the amount of the special tax for a year on an instalment basis. However, 
no tax will be required to be paid until 60 days after Royal Assent to the 
implementing legislation. 


An employer’s contributions to an RCA will be deductible by the employer in 
his taxation year in which they were made. However, contributions by an 
employee to the RCA will not be deductible. 


As indicated above, the new rules governing RCAs will be effective with 
respect to contributions and income and capital gains derived therefrom after 
October 8, 1986. However, the rules will not apply until 1988 with respect to 
contributions made before that time pursuant to an agreement in writing that 
is made between an employer and employee on or before October 8, 1986 and 
is not revised or amended after that date and before 1988. 


Notice of Ways and Means Motion 
to Amend the Income Tax Act 
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Notice of Ways and Means Motion 
to Amend the Income Tax Act 


Contributions to RRSPs 


Contribution Room 


That it is expedient to amend the Income Tax Act and to provide among 
other things: 


(1) That, for the 1988 and subsequent taxation years, an individual be 
allowed to deduct in the calculation of his income for a year the 
aggregate of contributions made by him to registered retirement savings 
plans in the year or within 60 days after the end of the year to the extent 
of the individual’s contribution room for the year. 


(2) That, for the 1988 and subsequent taxation years, the contribution 
room of an individual for a year be calculated by 


(a) determining the unused contribution room of the individual at 
the end of the preceding year, 


(b) adding thereto the amount, if any, by which the lesser of 18% 
of the earned income of the individual for the preceding year and 
the relevant amount for the year exceeds the aggregate of all pension 
adjustments of the individual for the preceding year, 


(c) adding to the result obtained, the aggregate of all pension 
adjustment reversals of the individual for the year, and 


(d) subtracting from the result obtained, the aggregate of all past 
service pension adjustments of the individual for the year; 


and for this purpose, 


“past service pension adjustment” of an individual for a year means 
a prescribed amount calculated with respect to all additions or 
increases made in the year to the pension benefits of the individual 
under a registered pension plan to the extent that such additions or 
increases are made in respect of a year of service after 1986 and 
before the year; 
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Earned Income 


36 


“pension adjustment” of an individual for a year means a prescribed 
amount calculated with respect to the individual’s pension benefits 
accrued in respect of his service for the year under the defined 
benefit provision of a registered pension plan, the contributions 
made in the year by or for the benefit of the individual under the 
money purchase provision of a registered pension plan and the 
contributions made in the year with respect to the individual under a 
deferred profit sharing plan; 


“pension adjustment reversal’? of an individual for a year in respect 
of a registered pension plan or a deferred profit sharing plan means 
a prescribed amount reported in the year and based on the difference 
between the amount received on the termination of the individual’s 
membership in the plan and the pension adjustments reported under 
the plan in respect of the year and the preceding seven years; 


“relevant amount” for a year means the amount set out below in 
respect of the applicable year: 


1988 - $ 9,500 
1989 - $11,500 
1990 - $13,500 


1991 and following $15,500; 

“unused contribution room” of an individual at the end of a year is 
nil for 1987 and, thereafter, means the difference between the 
contribution room of the individual for the year and the aggregate of 
contributions to registered retirement savings plans made by the 
individual in respect of the year to the extent that the contributions 
are deductible and relate to his contribution room for the year; 


and that any increase in a year of the unused contribution room of 
an individual at the end of a year be available for carry-forward for a 
seven-year period. 


(3) That the definition of earned income for the purposes of the 
provisions of the Act relating to registered retirement savings plans 
be amended 


(a) for the 1988 and subsequent taxation years, to include research 
grants and an amount equal to deductible premiums under the 
Unemployment Insurance Act, 1971, and 


(b) for the 1990 and subsequent taxation years, to exclude 
superannuation or pension benefits, retiring allowances, death 
benefits and amounts received out of a registered retirement savings 
plan or a deferred profit sharing plan. 


Pension Plan 
Contributions - Employee 


Pension Plan 
Contributions - Employer 


Rules Limiting Benefits 


Additional Voluntary 
Contributions 


Anti-avoidance 


(4) That, for the 1988 and subsequent taxation years, an individual be 
allowed to deduct in the calculation of income for a year all 
contributions made in the year by the individual to a registered pension 
plan in respect of services rendered after 1986 where the contributions are 
required under the plan as registered. 


(5) That, for the 1988 and subsequent taxation years, an employer be 
allowed to deduct in the calculation of income for a taxation year all 
contributions made by the employer in the year or within 120 days after 
the end of the year to a registered pension plan where the contributions 
are required under the plan as registered. 


(6) That, for the 1988 and subsequent taxation years, rules be 
introduced to limit the benefits that may be provided to an individual 
and the amounts that may be contributed under a registered pension 
plan, a deferred profit sharing plan and any combination of such plans. 


(7) That 


(a) any additional voluntary contribution made by an individual 
after October 8, 1986 and before 1988 to a registered pension plan 
not be deductible in the calculation of that individual’s income, and 


(b) the portion of any additional voluntary contribution made by 
an individual before October 9, 1986 to a registered pension plan that 
has not been deducted before 1987 not be deductible for the 1987 
and any subsequent taxation year and, to the extent that it is paid to 
the individual out of the plan before 1989, not be included in the 
individual’s income, 


and for this purpose, ‘‘additional voluntary contribution” means a 
contribution to a registered pension plan that is not required as a general 
condition of membership in the plan and is used to purchase benefits 
under a money purchase provision of the plan. 


(8) That where, after October 8, 1986, 


(a) the terms of a pension plan are amended or administered in 
such a manner as to terminate or suspend the membership of an 
individual in the plan for 1987 or in such a manner as to terminate, 
suspend or delay contributions or the accrual of benefits for the 
individual in respect of the year, or 
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(b) the terms of a deferred profit sharing plan are amended or 
administered in such a manner as to terminate, suspend or delay 
contributions in respect of an individual under the plan for 1987, 


and where one of the main reasons for such termination, suspension or 
delay is to increase the deductible contributions of the individual to 
registered retirement savings plans for 1987, notwithstanding any other 
provision of the Act, the deduction allowed in the calculation of the 
individual’s income for 1987 in respect of the individual’s contributions to 
registered retirement savings plans for 1987 be limited to the amount that 
would have been deductible had no such termination, suspension or 

delay occurred. 


(9) That, for the 1990 and subsequent taxation years, an amount 
payable on a periodic basis that is included in the calculation of the 
income of an individual for a year not be deductible under 
paragraph 60(j) of the Act on transfer to a registered plan where such 
amount is 


(a) received out of or under a registered pension plan, 


(b) included in computing the income of the individual who is a 
beneficiary under a deferred profit sharing plan, 


(c) a superannuation or pension benefit attributable to services 
rendered by the individual in a period during which the individual 
was not resident in Canada, 


(d) a pension, supplement or spouse’s allowance under the Old Age 
Security Act or a similar payment under a law of a province, or 


(e) a benefit under the Canada Pension Plan or a similar 
provincial plan, 


except that, for the 1990 to 1994 taxation years, an amount payable out 
of or under a registered pension plan on a periodic basis that is included 
in the income of the individual for a year be deductible to the extent that 
contributions are made by the individual for the year to a registered 
retirement savings plan under which the individual’s spouse is the 
annuitant and do not exceed $6,000 for the year. 


(10) That, for the 1990 and subsequent taxation years, subsection 146(16) 
of the Act be amended to prohibit the payment or transfer of retirement 
income under a registered retirement savings plan after maturity to 
another registered retirement savings plan, a registered pension plan or a 
registered retirement income fund. 


Transfers of Pensionable 
Service 


Deferred Profit Sharing 
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(11) That, for the 1988 and subsequent taxation years, rules be 
introduced to regulate the transfer of funds and the crediting of years 
of pensionable service between registered pension plans where the funds 
or the years of pensionable service, as the case may be, are in respect of 
service after 1986. 


(12) That, for the 1988 and subsequent taxation years, a plan not be 
accepted for registration as a deferred profit sharing plan unless the plan 


(a) prohibits payments to the plan by an employee, 


(b) restricts the aggregate of contributions made by an employer in 
respect of an employee in a calendar year to the amount required to 
be contributed under the plan as registered, not exceeding the 

lesser of 


(i) 18% of the salary or wages paid in the year by the employer 
to the employee, and 


(ii) $5,750 for 1988, $6,750 for 1989, $7,750 for 1990 and 
subsequent years, 


(c) provides that amounts allocated at any time after 1987 by a 
trustee under the plan to an employee vest irrevocably not later than 
the later of that time and the date that is two years after the 
employee first became a beneficiary under the plan, 


(d) provides that amounts forfeited after 1987 be paid to the 
employer within 120 days of the forfeiture, and 


(e) limits the investment in a year by the plan in equity shares of 
the contributing employer or a corporation with whom the employer 
does not deal at arm’s length to the aggregate of the income and net 
capital gains derived in the year from such investments and an 
amount in respect of each employee equal to the greater of 


(i) the lesser of $3,500 and the contributions in the year on his 
behalf, and 


(ii) one half of such contributions, 
and where a plan has been accepted for registration before 
January 1, 1988, and does not as of that date comply with the 


conditions described above, the registration of the plan be revoked as 
of that date. 
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(13) That, for the 1988 and subsequent taxation years, subsection 147(8) 
of the Act be amended to allow a deduction of amounts paid by an 
employer in the year or within 120 days thereafter to a trustee under a 
deferred profit sharing plan to the extent that such amounts are paid in 
accordance with the terms of the plan as registered. 


(14) That, for the 1987 and subsequent taxation years, paragraph 60(j.1) 
of the Act be amended to limit to $2,000 per year of service the 
deduction in respect of each year of service after 1986 for transfers of 
retiring allowances to a registered retirement savings plan or registered 
pension plan. 


(15) That the provisions of the Act relating to the deduction of 
employee past service contributions to a registered pension plan be 
modified to provide that, for the 1988 and subsequent taxation years, the 
amount deductible in calculating an individual’s income for a year in 
respect of contributions made at any time to acquire benefits under a 
registered pension plan in respect of service before 1987 be restricted to 
contributions made to acquire benefits under the defined benefit 
provision of the plan. 


(16) That, where an employee and his employer have entered into a 
retirement compensation arrangement, the following rules apply: 


(a) any contributions made after October 8, 1986 to the 
arrangement and any income and net capital gains that may 
reasonably be considered to derive from such contributions be 
subject to a special tax of 50 per cent that is refundable on 
distributions out of the arrangement; 


(b) the special tax apply neither to contributions made before 1988 
pursuant to an agreement in writing made before October 9, 1986 by 
the employer and employee that is not materially revised after 
October 8, 1986 and before 1988, nor to any income and net capital 
gains that may reasonably be considered to derive from such 
contributions; 


(c) amounts received by an employee in a taxation year under the 
arrangement or as proceeds from the disposition of an interest in the 
arrangement be included in computing retirement income; 


(d) special rules be introduced relating to the application of the 
special tax to retirement compensation arrangements that are insured 
plans; and 


(e) taxable contributions made by an employer to an arrangement 
be deductible in the taxation year of the employer in which they 
are made, 


and for this purpose, ‘“‘retirement compensation arrangement” means a 
plan or arrangement to which contributions are made by an employer to 
a custodian and under which the custodian may be required to make 
payments to the employee on, after or in contemplation of the employee’s 
retirement or loss of office or employment but does not include a 
registered pension plan, a profit sharing plan, other statutory plans, a 
salary deferral arrangement, certain plans or arrangements established for 
the benefit of non-resident employees and professional athletes and other 
prescribed arrangements. 
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